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The Companys belief that the quality of its receivables is high and that

strong internal controls are in place to maintain proper collections
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The belief that the Companys current financial resources cash

generated from operations and the Companys capacity for debt and

or equity financing will be sufficient to fund current and anticipated

business operations and capital expenditures The belief that the

Companys low debt levels and available line of credit make it unlikely

that decrease in product demand would impair the Companys
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The Companys expectations as to the level and use of planned capital

expenditures and that capital expenditures will be funded with cash

generated from operating activities oxpa ala may altaat
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The Companys belief that its vulnerability to foreign currency

fluctuations and general economic condItions in foreign countries is
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The Companys plans to continue to invest in research and development

efforts expedite internal product development and invest in technological

alliances as well as the expected focus and results of such investments
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The Companys belief as to future activities that may be undertaken to

expand the Companys business including development and sales of

new products and the foi mation of alliances with third parties and the

effect those activities may have on the Companys financial results
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The Company maintains its cash balances primarily at one financial

institution in fully insured checking account that does not provide for

interest Instead the account earns credits which offset banking fees

Accounts receivable are financial instruments that also expose the Company

to concentration of credit risk The large number of customers comprising

the Companys customer base and their dispersion across different

geographic areas limits such exposure In addition the Company routinely

assesses the financial strength of its customers and maintains an allowance

for doubtful accounts that management believes will adequately provide tor

credit losses

The Company leased building on month-to-month basis and equipment

as needed On February 2007 the Company entered into lease

agreement for additional warehouse space at cost of $5750 per month

The lease expired on February 2009 Total rental expense for all

equipment and building operating leases was $6000 in 2009 and $74000

in 2008

The Company has $1250000 bank line of credit that provides for working

capital financing This line of credit is subject to annual renewal on each

October 31 is collateralized by trade receivables and inventories and

bears interest at 2.5 percentage points over 30-day LIBOR There were no

outstanding borrowings under this line of credit at December 31 2009 and

2008

In June 2009 the Financial Accounting Standards Board FASB issued the

FASB Accounting Standards Codification the Codification the authoritative

guidance for GAAP The Codification which changes the referencing of

financial standards became effective for interim and annual periods ending

on or after September 15 2009 The Codification is now the single official

source of authoritative U.S GAAP other than guidance issued by the SEC

superseding existing FASB American Institute of Certified Public Accountants

Emerging Issues Task Force EITF and related literature Only one level of

authoritative U.S GAAP now exists All other literature is considered non-

authoritative The Codification does not change U.S GAAP The Company

adopted the Codification during the quarter ended September 30 2009

The adoption of the Codification did not have any substantive impact on the

Companys financial statements or related footnotes

Fair Value Measurement Effective January 2008 the Company adopted

guidance issued by the FASB with respect to assessing fair value for the

Companys financial and non-financial assets and liabilities In February 2008

the FASB issued updated guidance related to fair value measurements

The updated guidance provided one year deferral of the effective date of

the original guidance as it relates to non-financial assets and non-financial

liabilities except those that are recognized or disclosed in the financial

statements at fair value at least annually Therefore the Company adopted the

provisions of the updated guidance for non-financial assets and non-financial

liabilities effective January 2009 and such adoption did not have material

impact on the Companys results of operations or financial condition The

Companys only financial instruments measured at fair value on nonrecurring

basis were its auction rate securities which were sold during the second

quarter of 2008 at cost and its investment in iTi The Companys nonfinancial

assets include property plant and equipment and intangible assets comprised

of patents and non-competes The guidance affects how the fair value of

these assets is determined when determining if the assets are impaired

Refer to footnote for further discussion on the Companys impairment on its

investment in non-marketable equity securities

Business Combinations In January 2009 the Company adopted

authoritative guidance issued by the FASB for business combinations This

guidance establishes principles and requirements for how the acquirer of

business recognizes and measures in its financial statements the identifiable

assets acquired the liabilities assumed and any non-controlling interest

in the acquiree The authoritative guidance also provides guidance for

recognizing and measuring the goodwill acquired in the business combination

and determines what information to disclose to enable users of the financial

statements to evaluate the nature and financial effects of the business

combination Additional guidance was provided for recognizing changes in

an acquirers existing income tax valuation allowances and tax uncertainty

accruals that result from business combination transaction as adjustments

to income tax expense The adoption of the guidance by the Company had no

impact on the Companys current financial condition or results of operations

as the Company did not enter into any business combinations

In April 2009 the FASB issued updated guidance related to business

combinations The guidance amends and clarifies the original guidance to

address application issues regarding initial recognition and measurement

subsequent measurement and accounting and disclosure of assets

and liabilities arising from contingencies in business combination In

circumstances where the acquisition-date fair value for contingency cannot

be determined during the measurement period and it is concluded that it

is probable that an asset or liability exists as of the acquisition date and the

amount can be reasonably estimated contingency is recognized as of the

acquisition date based on the estimated amount The guidance is effective

for assets or liabilities arising from contingencies in business combinations

for which the acquisition date is on or after the beginning of the first annual

reporting period beginning on or after December 15 2008 The adoption of

the guidance had no impact on the Companys financial condition or results of

operations

Consolidations In January 2009 the FASB revised the accounting

treatment for noncontrolling minority interests of partially-owned subsidiaries

Noncontrolling minority interests represent the portion of earnings that is not

within the parent companys control These amounts are now required to be

reported as equity instead of as liability on the balance sheet The adoption

of the guidance had no impact on the Companys financial condition or results

of operations

Financial Instruments In April 2009 the FASB issued authoritative fair

value disclosure guidance for financial instruments The guidance requires

disclosures for interim reporting periods of publicly traded companies as

well as in annual financial statements The guidance also requires those

disclosures in summarized financial information at interim reporting periods

The Company adopted the guidance during the quarter ended June 30

2009 The adoption of the guidance did not have significant impact on the

Companys financial statements or related footnotes

Subsequent Events In May 2009 the FASB issued authoritative guidance

for subsequent events which establishes general standards of accounting for

and disclosure of events that occur after the balance sheet date but before

financial statements are issued or are available to be issued The guidance

sets forth the circumstances under which an entity should recognize events or

transactions occurring after the balance sheet date in its financial statements

The guidance also requires the disclosure of the date through which an entity

has evaluated subsequent events and whether that date represents the date

the financial statements were issued or were available to be issued During

the quarter ended June 30 2009 we adopted the guidance The adoption

of the guidance did not have significant impact on the Companys financial

statements or related footnotes

Revenue Recognition In October 2009 the FASB issued updated revenue

recognition guidance Under this guidance Companies are no longer required

to obtain vendor specific objective evidence or third-party evidence of fair

value for each deliverable in an arrangement with multiple elements and

where evidence is not available may not estimate the proportion of the selling

price attributable to each deliverable The Company currently does not have

any specific arrangements that are within the scope of the updated guidance

and thus the Company does not believe the adoption of this guidance will have

material impact to its financial statements

Variable Interest Entity In December 2009 the FASB issued guidance

which amends FASB Interpretation No 46R issued in June 2009 The new

guidance requires qualitative approach to identifying controlling financial

interest in variable interest entity VIE and requires ongoing assessment

of whether an entity is VIE and whether an interest in VIE makes the

holder the primary beneficiary of the VIE The guidance is effective for annual

reporting periods beginning after November 15 2009 The Company does not

expect the adoption of the guidance to have material impact on its financial

statements
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